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CANADIAN HYDROCARBONS LIMITED 


1977 Annual Report 


FINANCIAL AND OPERATING HIGHLIGHTS 


FINANCIAL 


Net earnings 
Funds from operations (excluding depletion on 
limited term oil and gas leases) 
Gross revenue 
Dividends on common shares 
Per common share: 
Net earnings 
Cash dividends 
March 
September 
Long term debt 
Total assets 
Average number of common shares outstanding 


OPERATING 
Propane and butane — gallonage 


Gasoline and other petroleum products — gallonage 


Natural gas — Mcf 

Electricity — kwh 

Number of employees 

Number of common shareholders 


Gallonage figures are expressed in terms of Canadian gallons. 


emai saat LEE Se ES 
$ 5,936,000 $ 5,341,000 
13,461,000 13,119,000 
272,945,000 262,656,000 
1,284,000 1,282,000 
1.04 93 

125 20 

2125 25 
54,404,000 64,204,000 
234,896,000 217,726,000 
5,137,631 5,129,680 
210,469,000 198,041,000 
222,343,000 237,691,000 
18,164,000 18,342,000 
61,201,000 57,555,000 
2,094 2,029 

2,608 2,814 


The Company, Canadian Hydrocarbons Limited, operating through subsidiaries is principally engaged in the marketing of propane, 
gasoline and light and residual oils; refining of petroleum products; operation of natural gas utilities; operation of an electrical utility; 
pipe and steel fabrication; interests in producing oil and natural gas properties; and exploration for and development of oil, natural 


gas and other minerals. 
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Annual Meeting 


The Annual Meeting of the Company will be held at 
The Winnipeg Inn. Winnipeg, Manitoba at 10 a.m. 
May 19, 1978. 


Annual Report on Form 10-K 


The SEC Annual Report Form 10-K for the year 
ended December 31, 1977 will be provided by mail 
upon receipt of a written request from any person 
who is a beneficial owner of Canadian Hydrocarbons 
Limited’s common stock. 


Such written requests should be directed: J. E. Car- 
stairs, Secretary, Canadian Hydrocarbons Limited, 
Inter-City Gas Building, 1800 444 St. Mary Ave., Win- 
nipeg, Manitoba R3C 3T7. 


R. G. GRAHAM 
Chairman of the Board 
and President 


NET EARNINGS PER COMMON SHARE 
DOLLARS 


M82 NET EARNINGS 


1973 1974 1975 1976 1977 0 


REPORT TO THE SHAREHOLDERS 


Net earnings for the year ended December 
31, 1977 were $5,936,000, an increase of 11% 
from the $5,341,000 earned in 1976. This 
resulted in earnings per common share for the 
year of $1.04 compared with 93¢ per share in 
1976. Revenue in 1977 was $272,945,000, 
compared with $262,656,000 in 1976. 


Results of the operations of your company’s 
forest products division have been eliminated 
from the financial results as the operation of this 
division has been’ discontinued. The forest 
products division, (acquired in 1974) located in 
Oregon, was involved in the wholesale trading of 
plywood and lumber and in the manufacturing of 
plywood. The _ forest products division has 
continually experienced substantial losses and is 
not compatible with the company’s commitment 
to the energy industries. The net earnings 
presented in this report include the loss for the 
current year in the forest products division, plus a 
provision for estimated losses resulting from the 
discontinuance of this operation. Without such 
losses, net earnings would have been $7,845,000 
in 1977 and $6,505,000 in 1976 and earnings per 
common share $1.42 in 1977 and $1.15 in 1976. 


Among the company’s principal activities, the 
distribution of petroleum products contributed 
an increase of $2,780,000 to 1977 operating 


profit. This 22% increase, realized on sales 
volumes marginally lower than the previous year, 
reflects the results of a major operational 
improvement program which included the 
centralization of management control and the 
relocation of administrative staff now head- 
quartered in the Inter-City Gas Building in 
Winnipeg. 


Operations of the company’s natural gas 
utilities in Manitoba, Alberta and British 
Columbia produced approximately the same 
contribution to operating profit as in 1976. The 
revenue increase of 32% is a reflection of higher 
gas purchase prices without significant contri- 
bution to operating profit. 


The company participates in petroleum and 
natural gas exploration primarily through its 
affiliate, Canadian Homestead Oils Limited. 
Earnings attributable to the company’s 
investment in Canadian Homestead increased by 
66% over 1976. The operations of Canadian 
Homestead are described in the following pages of 
this report. 


On December 23, 1977 Inter-City Gas 
Limited, which now owns 49.7% of Canadian 
Hydrocarbons Limited filed a preliminary 
prospectus with the United States Securities and 
Exchange Commission outlining an exchange 
offer for the balance of the outstanding shares of 
the company. When approval has been received 
from this governmental agency and when 
Canadian regulatory commissions have completed 
their review, the exchange offer can proceed. 
Approval is anticipated by mid-year. 


The notes to the _ financial statements 
contained in this report refer to significant 
transactions relative to the company’s investment 
in Inter-City Gas Limited. 


PETROLEUM PRODUCTS 


Through subsidiaries, the company 
distributes petroleum products, _ primarily 
propane, through 211 outlets in all Canadian 
provinces from British Columbia to Quebec and 
in 194 locations in five north-western American 
states. 

Sales are made through company and dealer 
operated retail outlets and to wholesale 
distributors. 


NET EARNINGS AND FUNDS PROVIDED 
(excluding depletion on limited term leases) 
MILLIONS OF DOLLARS 

GS NET EARNINGS 

88 FUNDS PROVIDED 


1973 1974 1975 1976 1977 


GASOLINE, FUEL OILS AND OTHER 
REFINED PRODUCTS REVENUE 
MILLIONS OF DOLLARS 


1973 1974 1975 1976 oT 
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Petroleum product and merchandise sales in 
Canada were as follows: 


1977 1976 
Propane art ner $ 76,765 $ 68,992 
Gasoline: ase 39,563 43,849 
Light & residual ons 4,465 10,401 
Merchandise...... 15,483 14,533 


$196,276) $137,775 


The increase in propane revenues is due 
primarily to increased demand for grain drying 
and new industrial accounts. During 1977 the 
company sold unprofitable retail gasoline outlets 
in Ontario and Quebec and a small refinery in 
Saskatchewan. 


The propane distribution organization in 
Canada underwent a major operational improve- 
ment program in 1977 and operating costs were 
reduced substantially. This program, together 
with the increase in propane revenues and the 
elimination of marginal operations resulted in the 
increased contribution to operating profits of 
$2,355,000 from $8,868,000 in 1976 to 
$11,223,000 in 1977. 


Petroleum products and merchandise sales in 
the United States were as follows: 


1977 1976 
Propane 4 eee S -9,9000 0S) 8,537 
Gasoline wa uee ene 38,540 So.025 
Light & residual oils 22,313 21,254 
Merchandise...... 5,330 4,353 


$ 76,083 $ 67,769 


Petroleum product and merchandise sales 
increased by 12%, however, the volume of 


PROPANE REVENUE 
MILLIONS OF DOLLARS 


90 


75 


1973 1974 1975 1976 1977, 


product sold in the United States was reduced 
due to the planned phase-out of a small crude oil 
refinery at Kevin, Montana. Gross profits 
increased through more selective marketing with 
contribution to operating profits increasing to 
$4,26 1,000 in 1977 from $3,836,000 in 1976. 


The two remaining refineries in the United 
States are presently undergoing a major 
modification program in order to produce a more 
profitable higher octane product line. In 1977 
these two refineries operated at 80% of their 
aggregate capacity of 10,000 barrels per day. 


The natural gas processing plants in Montana 
and Alberta produced higher operating profits 
due to both increased prices and_ higher 
production levels. 


UTILITY OPERATION 


The company provides natural gas utility 
service to 94 communities and 26 farm areas in 
Manitoba, Alberta and in British Columbia, plus 
electric utility service in Yellowknife, N.W.T. 


Total natural gas sales volume _ increased 
slightly to 16,972,000 Mcf in 1977 from 
16,475,000 Mcf in 1976. Additional gas supply 
was contracted for during the year to service new 
customers and all gas supply contracts due for 
renewal were also. successfully negotiated. 


2,644 gas services and 200 miles of gas 
transmission and distribution mains were added 
to the system during the year and there are now 
45,474 gas utility customers being serviced. 


Kilowatt hours of electricity sold in the City 
of Yellowknife increased by 6.3% in 1977 and 
contributed $3,327,000 to revenues. 201 elec- 


Loading of Company propane tank car 


UTILITIES REVENUE 
MILLIONS OF DOLLARS 
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A 108” diameter pipe under construction at the 
Thompson Pipe Plant. 
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trical services were added during the year and 
2,976 customers are now being served. 


Contribution to operating profits from gas 
and electric utility operations was $4,955,000 in 
1977 compared to $4,776,000 in 1976. 


THOMPSON PIPE AND STEEL COMPANY 


Thompson Pipe, a wholly owned subsidiary, 
is a steel fabricator located in Denver, Colorado. 
Thompson provides engineered products for 
water, sewage, and hydro-electric projects. The 
company’s manufacturing facilities include a new 
spiral weld pipe mill which is capable of 
manufacturing steel pipe to a diameter of ten 
feet. During 1977 the market for new major 
hydro-electric and water works projects declined 
substantially in the company’s principal service 
area. Loss of sales and reduced gross margins 
together with increased costs attendant to the 
start-up of the new spiral mill produced an 
operating loss for 1977 of $336,000 compared 
with a contribution to operating profit in 1976 of 
$2,608,000. 


Improvements in manufacturing methods and 
administrative changes have now been imple- 
mented. These include changes in senior manage- 
ment personnel, the consolidation of manufactur- 
ing facilities at a single location and the 
restructuring of the sales organization. 


OIL AND GAS ACTIVITIES 


The company’s participation in oil and gas 
exploration and production is primarily achieved 
through its investment in Canadian Homestead 
Oils Ltd. In addition we carry out exploration 
and development activity in North Central 
Montana and in the South Nesson Anticline area 
of North Dakota. 


At December 31, 1977 we had expended 
$14,370,000 under an Exploration Agreement 
with Homestead and had earned 2,441,589 of 
Homestead’s common shares. These shares and 
the 629,900 shares owned by Castle Oil & Gas 
Limited, an 85% owned subsidiary of Hydro- 
carbons, give us an effective interest of 47% in the 
outstanding shares of Canadian Homestead. 
Under the Exploration Agreement with Home- 
stead $3,842,000 remains to be expended in 
annual installments of not less than $1,500,000 
or more than $3,070,000. At the conclusion of 
this Agreement, we will effectively own approx- 
imately 50% of Canadian Homestead. 


Financial results for 1977 show that Home- 
stead’s gross revenue increased by 27% to a record 
high of $8,404,000 and funds provided from 
operations increased by 25% to $5,135,000. Net 
earnings of $3,174,000 were 51% higher than the 
preceding year. 


During 1977 Homestead participated in 58 
wells of which 44 were located in Alberta, 4 were 
in British Columbia, 2 in Saskatchewan and 8 in 
the state of Texas. Drilling activity resulted in 4 
oil wells and 23 gas wells. Expenditures for the 
year included $6,500,000 for exploration and 
$1,500,000 for development of present reserves. 


Gross proven reserves at December 31, 1977, 
excluding the Arctic Islands, totalled 189 billion 
cubic feet of natural gas and 10 million barrels of 
crude oil and natural gas liquids. Net reserves 
after royalties, excluding the Arctic Islands are 
130 billion cubic feet of natural gas and 7% 
million barrels of crude oil and natural gas liquids. 


Land holdings at year-end totalled 13.4 
million gross acres, 5 million net acres. A 
significant portion of this acreage is located in the 
Arctic Islands and Hudson Bay regions of Canada 
as well as in the province of Alberta. 


Areas of current interest in which Homestead 
is participating include the following: 


Pembina — The Pembina “‘deep drilling’ play 
in north-central Alberta began over a year ago 
with the drilling of the discovery well which 
produced over 100,000 barrels of oil in the first 
three months of production. This discovery 
commenced drilling and geophysical activity 
which has been unsurpassed in the industry in 
Alberta for over a decade. Homestead’s holdings 
in the area consist mainly of section 11-50-10-W5 
which is wholly owned and the E% of section 
20-50-10-W5 in which a 25% interest is held. 
Extensive seismic programs have been conducted 
on these lands and it is expected that both parcels 
will be tested by drilling during 1978. 


Cowpar Lake — In the Cowpar Lake region of 
northeastern Alberta, nine potential gas wells 
have now been drilled in the shallow McMurray 
Sands. Homestead has interests of from 50% to 
100% in these wells and in 110,000 acres in the 
area. Other wells are planned to establish 
additional gas reserves. 


Niteal — In the Niteal region of northeastern 
British Columbia, a one-third interest is held in 
69,000 acres. Two wells drilled to date were 
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completed in the Mississippian zone and 
additional tests have been identified. 


Arctic Islands — In 1976 a consortium of 
major oil companies committed to spend $80 
million over a period of 4 to 6 years in ex- 
ploration of 33 million acres located mainly 
in the waters between the islands of the west- 
ern Arctic. An off-shore well currently being 
drilled is of particular interest to Canadian 
Homestead since it lies in close proximity to 
company owned lands encompassing 280,000 
gross acres. Another off-shore well is soon to 
be drilled on Homestead’s 60% owned Mel- 
ville Island permit in the Drake Point Gas 
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Field. It will be the first Arctic sub-sea com- 
pletion conducted by the consortium. Plans 
call for the installation of the well-head and 
pipeline facilities connected to an on-shore 
gas liquefication plant. This project is of 
significance to Homestead in that, if success- 
ful, it could eventually make Homestead a 
beneficiary of the first gas sales from the 
Arctic Islands. 


ON BEHALF OF 
THE BOARD OF DIRECTORS 
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CANADIAN HYDROCARBONS LIMITED and subsidiaries 


FIVE YEAR COMPARATIVE STATISTICS 


(thousands of dollars except equity per share and shares outstanding) 


1977 1976 1975 1974 1973 
UCT ASTIN IGE ONE Se nominan sna acerca aoe toe mesa. ean dupes $(3,591) $ 15,736 $ 19,893 $ 15,929 $ 20,470 
Funds from operations (excluding 
depletion on limiteditenmy |GasSes) 7.22.0... cers cece cence ee acne 13,461 13,119 12,051 kel 12,890 
PULChAaASerotinixeGLaSSetsu(ne lamrsecerr oni oy eiemtereee ee nie stein 9,404 10,815 7,430 10,142 18,508 
Fixed assets including cost of shares of 
SUDSIdianleSiovermmet DOOK ValU Gi aiacis a ssn eererc sce cottesrelc: cietcleteey 117,013 114,249 112,971 stl iao4 108,643 
OMG eMC Dttee. miner ecm bieecn aus cctoy cc amna cesaueateee-denes 54,404 64,204 66,845 67,670 71,184 
Brelenmedisharesgencrmcer seein cinicciarer dine meta reactance 9,801 9,972 10,144 10,307 10,475 
Comimonmshaneholcdens: CQUILV aemcmsna sentient e eines sreniels 67,158 62,308 57,194 47,770 42,835 
Common shareholders’ equity per share .................--e0s- 13.05 We Tbs 9.31 Sets 
Number of common shares outstanding 
hie ele! (INCISION cone malociome aeomone o7ommanernmoOaes ate 5,145 15) i hEH0) BNO 5,130 5,130 


EARNINGS PER SHARE AND COMMON STOCK PRICE RANGE 


Earnings Per Share Common Stock Price Range 
(in dollars) 
1977 1976 1977 1976 

Quarter ——— aoe Se 

High Low High Low 
PAUSE cits dacta esc As pie a OO Old eI G ACUO LORRI cL MoO eens chet etc $ .52 $ .61 85 7% 814 5% 
YE VeYO) AGL ec) 5. cis & Ber ekoe One OIC UIC ISTO C TDD Orr Toro rc .02 (.01) 95 7% 9" TVA 
ANatisl’ cscs 's Bo shots Ge vera BinD ote rise rou spoon jn e CmaLrO. 13 02 10% 9%, 10 7, 
(RPaYONIAN o Oe corse oReObS AA ae SER nO OCR ee SOM osda cs 6 oat ico oma. 37 31 - 10% 9/2 8% 6% 
VEE OCG Ela wsiow ay os Sb AOD Sa oown Cn enemas Ramo neEe on Ho6c $1.04 cme 


QUEBEC 


MAJOR FACILITIES AND 
DISTRIBUTION LOCATIONS 


FRANCHISES 
GaSe Aen tere ee Rota ae eer me 121 
Electricaliigas.- 8b Goce ee eee ae eee 1 


PROPANE AND PETROLEUM 


PRODUCT OUTLETS 
RetailQutlets acter eerocumer in 185 
Consignee Operator Outlets ............... 132 
Storage: PointSaccnn Pe cheroee cee eee eae 18 
PROCESSING PLANTS 
ANDIREEINERIESS= = eeree eee ee oeTer ree 7 
RAILWAY TANKIGARS thee eeeeree ne eeeneeree 198 
HIGHWAY TRANSPORTS 
Propane —iiractors emerteeer eee seer 21 
— fallerS Senescence eet 60 
PeiroleumiProductSe-nereeeero- Eee Ree nere 8 


DELIVERY TRUCKS 


PEOPane) 2h, .cesimeect een ace pe eit 304 

Petroleum) Products ascmemeere eect 17 
SERVIGENV ERI CIES teseee reine err reretes 597 
EMPEOYEESt so tee een eae eee ae 2,094 
CUSTOMERS 

Propane: GiUtiliticSaeeeeeaaeeee eee 248,823 
MILES OF PIPELINE 

Transmission & Distribution.............. 5,975 
PROPANE STORAGE FACILITIES 

Above Groundins--.-reeeceeeeancet 50,503,000 

Under Ground erneneeeeerteree ater 19,000,000 

LEGEND 

* REFINERIES/PROCESSING PLANTS 

@ PROPANE 

4 GASOLINE 

® GASOLINE, LIGHT OILS, PROPANE 

O UTILITIES 

O FOREST PRODUCTS 


A METAL FABRICATING 
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CANADIAN HYDROCARBONS LIMITED 


CONSOLIDATED STATEMENT OF EARNINGS 
For the years ended December 31, 1977 and 1976 


(thousands of dollars) 


1977 
Operating Revenue 
AS Ys | = pee Np MRSC Le Pt in eR gues of | Neel ee Pn RB SU i ihn d dn iweid O06. oe 268,964 
Incomefromilimited termioiland Gas leases 7457-4 nese ne eee 592 
Interest and other, income sae ss. tee her cee ee 3,389 
272,945 
Operating Expenses =o ae 
Cost Of Sal@S) asc. Seg sc koa ert ae ostraeee  hSia ar arent ee alee 197,533 
Operating andimaintenanGeterese cera. saeco eee eee een 48,003 
Depreciation and depletiOnne ce. as cc aces a ee yee eee eee 8,180 
253,716 
Operating Provit occ. i0::, 2 tee Aenean Sas eh eran ae Oe ee 19,229 
Equity in Net Earnings of Canadian Homestead Oils Limited ............ 1,310 
Financial Expenses 20,539 
Interest onslong-tenm debt2e i. aes. ee eee eee eee 5,038 
Other (interest: os. swan Hae ele eee epee eA ap Ge ee ee ee 1,355 
Amortization of otherassets 2. 4a. e nes se cieioe/t oe nee eee 239 
Loss:(gain) ontoreign. exchanges. tc. creas ete ieee ee nese (159) 
6,473 
Earnings Before the following ....................0.0 cc cece eee eee cece eee 14,066 
Provision for Income Taxes —...3:. 3050 es ee eee 6,417 
7,649 
Minority Interest in Earnings of Subsidiary Companies .................. 374 
Earnings for the Year from Continuing Operations ....................... 7,275 
Discontinued Business (note 10) 
Loss.from operations of discontinued bUSINeSSso.......4 ses. -naeee meee 933 
Loss from disposal of discontinUed DUSINGSS smn ceeee eee 976 
1,909 
Earnings Before Extraordinary Item...........................0 cece aces 5,366 
Extraordinary Item 
Reduction of income taxes on application of prior years’ losses ........ 570 
Net Earnings for the Year (noteo1)). 4.0, saeseees nese ee eee eee 5,936 


1976 


256,067 
2,770 
3,819 


262,656 


187,490 
45,818 
Daie 


243,280 


19,376 
moo 


20,167 


o,1795 
1,263 
342 


CANADIAN HYDROCARBONS LIMITED 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 
for the years ended December 31, 1977 and 1976 


(thousands of dollars) 


Source of Funds 
Provided from operations .............. 
Disposal of fixed and other assets...... 
Additional long-term debt.............. 
Contributions in aid of construction .... 
(DINE TS Ack) Sse Ahi ae ee re, ee 


Use of Funds 


Additions to fixed assets ............... 


Dividends on preferred and common Shares .................000000es 


Reduction of long-term debt ........... 


Investment in Inter-City Gas Limited ... 


Investment in Canadian Homestead Oils Limited ..................... 
Redemption of first and second preferred shares .................... 


Additions to notes and mortgages ..... 
USTOMEFS CCDOSItS an amass hrc ocean es 


OTC ae ee tek artis Ss lnacun eee cai 


Decrease in working capital.............. 


Changes in working capital represented by 


Increase (decrease) in current assets - 
Cash and term deposits ............. 
Accounts and notes receivable ...... 


PIVETHOMC Simm ate: atts geste ae tet aye ete eee 
Prepaid @xOenSeS 2... geeks sade sous 


Increase (decrease) in current liabilities - 


BankloanSmrrereer cts oe tater cor 


ACCOUIS pDavavie and accrued ChargeS™ fate. taweele. ghee mewn oo 


Income taxes payable ............... 


Current maturities of long-term debt 


DefernediiCcomese ot eee cee nea 
Deferred income taxes .............. 


Decrease in working capital.............. 
Working capital - beginning of year ..... 


Working capital (deficiency) - end of year 


(6,426) 
1,888 
2,363 

459 


(1,716) 


(2,728) 
4,552 

(358) 
379 
119 
477 


2,441 


4,157 
19,893 


15,736 
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CANADIAN HYDROCARBONS LIMITED 


CONSOLIDATED BALANCE SHEET 
as at December 31, 1977 and 1976 
(thousands of dollars) 


ASSETS 


Current Assets 


Short-termid@p0SitSs- a. nama tesa ae aches neon nee ee 
Accounts and notes recelVable 2 eae ace cas ee eee oe ees 
INventoriGs:(NOTEZ) vg.) stars s cafes moetatets oe odie! suciacoceog erat eterno 


Prepaid OxpenSes: sh-ce- sates Rirus cis tnesrve amt © settee ate ae cee 


investments 


Shares of Inter-City:Gas Limited: (notes) tes ssce eee se eee are 
Shares of Canadian Homestead Oils Limited (note 4) 
Notes and: other= al cost 2 tee tig eroee © een on ene ere re 


Fixed Assets (note 5) 


Other Assets 
Debt financing and other deferred charges, 


IESS:AMOrtiZatio mizcsess enue cece eee Oe ie ee 


Cost of shares of subsidiaries over carrying 


value:at-dates.ot purchase... ef... a dee ee ee 


Signed on behalf of the Board: 


WZ Director 


Cr iene 
FE Z eee 
Vive ftom Director 


1977 


5,107 
5,973 
45,697 
25,558 


1,109 


83,444 


10,373 
20,628 


2,545 


33,546 


168,818 


55,495 


113,323 


893 


3,690 


4,583 


234,896 


1976 


159,938 
49,509 


110,429 


943 


3,820 


4,763 


217,726 


LIABILITIES 


Current Liabilities 
PARC IO AU SAU OLG 1) scx, sets rain ee NCR Mier ge Med saat RR sn he 
Accounts payable and accrued liabilities ........................0000. 
ECC OTT MGE rel CSR Wel | © cereale, Sree cut Paha ont tan ie OE Mee eee Ay che ape 
GuLnent portion omMong=(ermn Geb te ite «ma: Seer se ema one pets cn oa 


DETERRENCE OMG ere crest waved ee eerste Ree ee en 


EOnGaLenin DED (NOS 6 ye iesn. anes Sete cen ec eis Sie eid Re cite Pe te 


Provision for Future Costs on Discontinued 
Operations i(iote 0) terre ee sere re ee Cen ae tee eee aie ee 


CustomerssaDeposits sc eet vee tee as ae om ee a eee 
Delerred INCOME LAX@S 2.25 ohana Cae oa poe e miat ea ar weed oe Se 
Minority Interest in Subsidiaries (note 8) ............................0.. 


SHAREHOLDERS’ EQUITY 
Capital Stock (note 9) 


Authorized - 
250,000 512% cumulative redeemable first preferred 
shares, par value $20 


4,000,000 6% cumulative redeemable second preferred 
shares, par value $25 


14,000,000 common shares, no par value 


Issued and fully paid - 
204,055 first preferred shares (1976 - 207,755 shares) ........... 


228,800 second preferred shares (1976 - 232,700 shares) ....... 
5,144,918 common shares (1976 - 5,129,680 shares) .............. 


Contributions in Aid of Construction ................... 6. . cece eee eee 
Retained. Earnings pce ic es aaa reece ne cs it ie a stored seh Gos 


1977 


31,050 
44,943 
1,074 
8,315 
1,566 
87 


87,035 


54,404 


1,642 
293 
9,175 


5,388 
70,902 


157,937 


4,081 
5,720 


24,356 


34,157 
11,831 


30,971 


76,959 


234,896 


1976 


18,890 
37,410 
2,943 
5,330 
1,439 
477 


66,489 


64,204 


291 
95297, 


5,205 
78,957 


145,446 


4,155 
9,817 


24,236 


34,208 
10,949 


27,123 


72,280 


217,726 


CANADIAN HYDROCARBONS LIMITED 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 
for the years ended December 31, 1977 and 1976 


(thousands of dollars) 


1977 1976 

Balance - Beginning of Year 
as.previouslyreported 22) 2c meee rake eh ie ee ieee 27,123 24,134 
Less: Draw-downs of deferred income taxeS...............2--00eee 229 483 
As restated? etude ache ccs cane ota ea te ere a eee 26,894 20,004 
Netearnings:fotthe year scinee. acts es ete ee ree ee 5,936 5,341 
32,830 28,992 

Dividends - 

Preterred shares. sca aca sow 0A sie Soke mee Meee ea eee eee 575 587 
GOmimon: SHAKES. 5 je whvcik eas ore orate mice caer te ote ere eee ei 1,284 ne2oe 
1,859 1,869 
Balance.- End of. Years.) 25 50.4s6c dae oneness se eee 30,971 2t 120 


AUDITORS’ REPORT 


To the Shareholders 


We have examined the consolidated balance sheet of Canadian Hydrocarbons Limited as at 
December 31, 1977 and the consolidated statements of earnings, retained earnings and changes in finan- 
cial position for the year then ended. Our examination was made in accordance with generally accepted 
auditing standards, and accordingly included such tests and other procedures as we considered neces- 
sary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position of the 
company as at December 31, 1977 and the results of its operations and the changes in its financial posi- 
tion for the year then ended, in accordance with generally accepted accounting principles applied on a 
basis consistent with that of the preceding year. 


Winnipeg, Manitoba (CC sopers a Ky brand 


April 12, 1978 Chartered Accountants 
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CANADIAN HYDROCARBONS LIMITED 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
for the years ended December 31, 1977 and 1976 


1. 


Significant accounting policies 


Basis of consolidation - 


The consolidated financial statements include the accounts of Canadian Hydrocarbons Limited and its sub- 
sidiary companies and reflect earnings of subsidiaries since acquisition. The consolidated financial statements 
have been prepared in accordance with generally accepted accounting principles in Canada which differ in cer- 
tain respects with accounting principles in the United States. These differences are described further in the com- 
pany’s annual report on Form 10-K filed with the Securities and Exchange Commission. 


Foreign currency translation - 


Amounts in foreign currency have been translated into Canadian dollars on the following basis: current as- 
sets and current liabilities at the rate of exchange in effect at the balance sheet date; non-current assets and long- 
term liabilities at the rate of exchange when the asset was acquired or the liability incurred; revenue and ex- 
penses at the average rate for the year. Gains or losses on translations are charged to earnings. 


Business combinations - 


All companies acquired have been accounted for as purchase acquisitions. Purchase prices have been al- 
located to assets based on appraisals and any remaining difference is recorded as “cost of shares of subsidiaries 
over carrying value at dates of purchase”. 


Inventories - 


Inventories of propane and other petroleum products are valued at the lower of cost (first-in, first-out) and 
replacement cost except for certain United States’ subsidiaries which price these inventories On the last-in, first- 
out method. Inventories of merchandise, materials and supplies are valued at the lower of cost (first-in, first-out) 
and net realizable value. 


Investments - 


The company accounts for its investment in Canadian Homestead Oils Limited by the equity method and for 
its investment in Inter-City Gas Limited by the cost method. 


Fixed assets, depreciation and depletion - 

Fixed assets are recorded at cost, which policy includes the full cost method of accounting for oil and gas 
properties. Depreciation is provided on a straight line basis at rates varying from 2% to 25% which are designed 
to amortize the cost of the assets over their estimated useful lives. Amortization of contributions in aid of con- 
struction is provided in amounts that correspond with depreciation of the related assets. 


Oil and gas properties and royalty interests are depleted on a unit of production method based on estimated 
remaining reserves. Limited term interests in oil and gas leases are depleted over their remaining terms. 


Debt financing and other deferred charges - 
Amortization of financing expenses is provided on a straight line method over the terms of the issues and 
amortization of deferred charges is provided on a straight line method over periods of five years to twenty years. 


Income taxes - 

Since 1969 the company, with the exception of its public utility subsidiaries, has accounted for income taxes 
by the tax allocation method whereby the income tax provision is based on the earnings reported in the accounts. 
Unrecorded deferred income taxes at 1969 are charged to retained earnings as draw-downs occur. Public utility 
subsidiaries record only income taxes payable in accordance with regulatory requirements. At December 31, 
1977 unrecorded deferred income taxes with respect to such subsidiaries amounted to approximately 
$1,884,000; (1976 - $1,733,000). 


Inventories 
o 1977 1976 
Inventories are classified as follows: (Thousands of Dollars) 
Propane and other petroleum products ........... 0 cece eee ee eee eee es 7,048 8,845 
NienenandisesiilatenialSra Gis tolls mare taar terete sti tertn ite ctc lero lrletedvyer=tse tetra 18,510 ATA 7A 
25,558 26,022 
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6. 


If inventories in the United States whose cost was determined on the last-in, first-out method were instead 
valued on a first-in, first-out method, the inventories would be increased by approximately $2,597,000 in 1977 
and $2,313,000 in 1976. The effect of using the last-in, first-out method was to increase net earnings by $481,000 
in 1977 and by $50,000 in 1976. 


Investment in Inter-City Gas Limited 


On December 30, 1977 the company purchased 1,037,250 common shares of Inter-City Gas Limited for a 
price of $10.00 per share. The purchase was by way of a cash payment of $2,593,125 and by way of a promissory 
note, carrying an interest rate of 112% above bank prime rate, for $7,779,375 payable in three consecutive 
quarterly instalments commencing March 31, 1978. Inter-City Gas Limited owns approximately 49% of the out- 
standing common shares of the company. 

In January 1978, Inter-City Gas Limited granted and the company accepted, an option to purchase all or any 
part of a further 2,300,000 common shares of Inter-City Gas Limited at a price of $11.00 per share. The option is 
exercisable at any time during the period ending December 29, 1978. 

If the option is exercised the company will increase its shareholdings in Inter-City Gas Limited to approx- 
imately 51% (diluted to 46% after exercise of all the outstanding warrants to purchase shares in Inter-City Gas 
Limited). 

In May 1977 Inter-City Gas Limited announced a proposed exchange offer to the shareholders of the com- 
pany whereby it would exchange one and one-half common shares of Inter-City Gas Limited for each common 
share of Canadian Hydrocarbons Limited. This exchange offer is pending subject to the approval of the 
Securities and Exchange Commission, Washington and Securities Commissions in Canada. 


Investment in Canadian Homestead Oils Limited 


Under the terms of agreements between Canadian Propane Gas & Oil Ltd. (Canadian Propane), a wholly- 
owned subsidiary, and Canadian Homestead Oils Limited (Canadian Homestead), Canadian Propane is commit- 
ted to expenditures of $18,212,000 and will receive, as consideration, 3,018,201 shares in Canadian Homestead. 

Canadian Propane is required to expend annually a minimum of $1,500,000 but not more than $3,070,000 
until the full commitment has been met. Total expenditures to December 31, 1977 were $14,370,000 which has 
earned Canadian Propane a total of 2,441,589 common shares of Canadian Homestead of which 2,333,363 
shares have been issued to date. 

The company owns 83.5% of Castle Oil and Gas Limited which holds 629,900 of the het ASICs 2 common 
shares of Canadian Homestead. 

For accounting purposes, the company has computed its equity income in Canadian Homestead based on 
its effective interest of 47%. This interest has a quoted value of approximately $33,600,000 at December 31, 1977. 


Fixed Assets 


. 1977 1976 

Fixed assets are classified as follows: (Thousands of Dollars) 
Customers? Installation Steesc. accnliscochacar ares corneas aie rarer eres eee 34,152 32,770 
Transmission lines and distribution SysteMS .................00ee cece eens 44,357 40,349 
Buildings andrequilo me nnterrcecacerrcees acne eer neem aera eter 36,832 39,438 
Refineries and GasiplamtSiamaccsccmeic or oct re eee ceed ae eter teeter: 14,336 11,604 
Automotive equipmentitaseccceecori eater ere ate reer irect ame 12,796 11,605 
Oil, gas and mining properties and equipment...................00.0000- 12,225 9,968 
OilandigaS wOyalticS a. semec ee cncrte eaee ee e aera ee cern eer 7,099 7,099 
Limited: tenimrollanGiGaStGaSeS wercacere reese tester mie ree tene er eterna tere 2,001 2,001 
Tale eters aA POR Pree ie ge ch oie oh tren Nh a rahe ir lene Rian tithe a Alte con at 5,020 5,104 
Less: BeSiake pee 
Accumulatedidepreciationwpnnawes aace een cE ee eae 46,423 41,884 
Accumulated, depletion: ise cee a ae ee ee 9,072 ASS 
55,495 49,509 
113,323 110,429 

Long-Term Debt 
The details of long-term debt are as follows: 1977 1976 
Parent (Thousands of Dollars) 

? 7: DrOmiISSORVNOtS GUE: | OS Ate. cape eee aioe: rier Meet ney Sen eee 1,364 1,706 
Oc PLO MISSOnyaMO te. cl We aS 6 Cire eran ener a ore 2,850 SIo25 


Subsidiaries 
9%4% to 912% bank loans, due on 


Manus 1AlOS: (Onl Goi: (Ua. DUO) cee an lees oa dee is een 4,929 6515 
5% to 9% promissory notes, due 1978 and 
OS OF CUS eso 2 O48 i eee Recaro enn ee eee Ei 3,062 3,266 
6% to 6%2% sinking fund debentures, due 
Ola) WEVA KaVORS fo USS iota teh TO) GES, wo pacts opogetagudcooogsen asecdqee 8,375 8,979 
612% sinking fund debentures, due 1987 
LU RSP ED Rye) Ves, ik aR hie Goren uA a icchlk Ser or ae ny dae ene en a 2,533 2,632 
MA oprOmissonyimotesa Ue 989 (Ui Su >SiO00) meaaeaeseeeeenn are 3,608 3,680 
5% subordinated debentures, due 1989 
[LBS tart a OOS iene nrc ta coi) mene an ota Weng Mba Ee oo tn oe 3,889 4,091 
10’%% promissory note, due 1996 
(Siren OU) enme ieecr MeE er een Ren See Oe ees the, Ss ce 2,962 2,959 
VESZHo (DUORMESSOMN NONE, CUE QOS) soc cin chamonccoodeunnaooes coon pesene 2,970 3,000 
5% subordinated note, due 1990 (U.S. - $4,075) ....................... 4,110 4,389 
95% sinking fund debentures, due 1978 
TOM Oath pa DOL ii) Nee tine te eRe crak SME tec ogres fia teacisas Ga: 9 anSe-ae 6,746 7,000 
S(O ROMA O AYN OERS CMI) TIRES) 56 5. senesbnncnnosusanoanosno ce wanes 4,365 4,410 
894% to 8.98% bank production loans, due 
OnVanhOUSidatestOn|, 9 Sillmecerer re SoMa tremens rierers sien aie ae crcicee asec ars 8,840 9,995 
Notes and mortgages, due on various dates......................200 ee 2,116 3,987 
62,719 69,534 
Less: Current portion included in 
CULRENUIADITTCSeetarere teeter tise rect eee cece cee e 8,315 5,330 
54,404 64,204 


Long-term debt repayments, including estimated bank production loan repayments, in each of the five years 
subsequent to December 31, 1977 are as follows: 
(Thousands of Dollars) 


1978 8,315 
og 5,274 
1980 4,437 
1981 10,600 
1982 2,499 


Long-term debt issues repayable in United States funds are included above at their Canadian dollar 
equivalent ($34,184 in 1977 and $41,279 in 1976) at the respective dates of issue except for current maturities 
which are translated at year-end rates. If long-term debt payable in United States funds was translated at ex- 
change rates in effect at year end it would result in an increase in long-term debt of $3,075 at December 31, 1977 
($334 at December 31, 1976). 


Security for Bank Loans 
Certain fixed and current assets have been pledged as security for bank loans amounting to $29,390,000. 


Minority Interest in Subsidiaries 


1977 1976 
Preferred shares of Great Northern Gas (Thousands of Dollars) 
WH CCEIE ole TR Sere re Pern hoa ey Rene ne wae a eg eee Cee ereny sce mene 2,195 PR PASY 
Equity Interest in - 
Fort St. John Petroleums Ltd. and its 
SUS Al ay mere setter ee at peated ome rr ace a pene ser agoraiers Fu eaine ofan 2,421 2225 
GastleOillkandiGasr limited ase acre eee ce ade attri sas toate col 772 729 
5,388 5,205 


Capital Stock 


Under the provisions relating to the outstanding preferred shares, the company is required to purchase an- 
nually for redemption 3,500 first preferred shares and 3,900 second preferred shares, if available on the open 
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market, at prices not exceeding their par value. In addition, the first and second preferred shares are redeemable 
by the company at any time at prices not exceeding $21.10 and $26.50 per share respectively. 


To December 31, 1977, the company has redeemed 45,945 first preferred shares of an aggregate par value 
of $918,900 and 31,200 second preferred shares of an aggregate par value of $780,000. Under provisions of the 
Canada Corporations Act, consolidated retained earnings includes $1,699,000 designated as “capital surplus”. 

Under stock option plans adopted in prior years, the company may grant options to officers and employees 
to purchase common shares. Generally, options are exercisable cumulatively at the rate of 25% annually beginn- 
ing one year from date of granting and expiring five years from such date. 


Shares 
1976 Price per share optioned 
(OV a} (Kol myo Elarei(ale|— lokefe NalaateOMMVcely wsonaocsudnenonece codacecesonheponpocodee $7.50 to $10.00 86,325 
Options:granted 2 eet no ce cas ook ites eee ein annie ene ee $8.375 5,000 
Options: cancelledinr we cacAve seta. trun ceee ye sere ia retartieetaeteeesere area reer ee eee $7.50 to $8.00 (32,000) 
Optionsoutstanding= endioly cateeee stare eRense es nee ee ee aaa een eerie $7.50 to $10.00 59325 
1977 
OptiONnsS GRANTS cyte eel lvoe stuces roetey atte minnie tieveystorantey tree er ere I eT areas eae Nil Nil 
OptionS:exercised Brians. sete cee eee ne et eee er eee $7.50 to $8.00 (15,238) 
Option siGancelled| a. ceyscistycncre aves aot een or ieee or oe eee $7.50 to $8.00 (6,900) 
©ptionsioutstanding=end'Of year geass arctan ce taetaieter te se cierine eee cer eee ats $7.50 to $10.00 Sigler 


10. 


11. 


12. 
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At December 31, 1977 183,513 common shares were reserved for the granting of options in the future under 
the Stock Option Plan. 


Discontinued Business 


On November 1, 1977 the manufacturing assets of the company’s forest products division in Oregon, con- 
sisting of a plywood fabricating facility and veneer mill, were sold for an amount of $6,658,926 (U.S.). On February 
28, 1978 the company decided to terminate its remaining interest in the business of that division. 

The operating loss for the year ended December 31, 1977 of $933,000 after applicable income taxes, in- 
cludes the loss on sale of the manufacturing assets of $57,675 (net of income taxes). The operating loss for the 
year ended December 31, 1976 of $1,164,000 included an amount of $1,350,000 relating to the write-off of the ex- 
cess cost of shares over the recorded carrying value of the division’s net assets at the date of purchase. The 
amount of sales and cost of sales eliminated from the consolidated statement of earnings for the respective years 


was as follows: 1977 1976 
(Thousands of Dollars) 

SalOS chistes Ae Fae eee ge Sn, Os cstardun Se See er eee 96,415 66,400 

COSt OfSAleS ae Sitar. eet ee en Serene 8 acc ree chon Renee 92,674 62S 


A provision of $1,642,000 ($976,000 after tax) has been made for the estimated expenses and write-offs in- 
cluding disposal of the remaining property, plant and equipment, estimated losses on the realization of inven- 
tories, future close-down costs and other costs relating to this decision. 


Earnings per Common Share 


From continuing operations before discontinued 1977 1976 
operations and extraordinary item - $ $ 
Bich] eer citar ace een one Sore e FeCmAnon OAT MAD eGotS Dodoo 1.30 Waals 
Fulci lite tars tata otter: ain taacte coterie Neer rete nett ornate een ne 1.30 1.14 
Including discontinued operations and 
extraordinary item - 
BaSiG ices cota t cuaeclmetie meen ala tio he seT ee NEL ae meets 1.04 0.93 
Fully: Ciltited cc Seen wince Se ene cc ost = ee hereon ieee eee ee 1.0 0.92 


Remuneration of Directors and Officers 


During the year the company had eight directors and seven officers (1976 - twenty directors and eleven of- 
ficers) who received the following remuneration: 


As directors As officers 


1977 1976 1977 1976 
(Thousands of Dollars) (Thousands of Dollars) 
AOA EMCO MOLI) een Agama eaters Socosenadsondonsue 19 39 191 306 
POISE SH CNATLCS fre ka terrier nots ae ork ena eta el ar _—_ ee 110 ale. 
19 43 301 383 


13. Commitments and Contingencies 


14. 


15. 


16. 


In addition to the commitment outlined in note 4, the company has entered into long-term contracts to lease 
certain assets at annual rentals of approximately $1,232,000 expiring over terms of up to eighteen years from 
December 31; 11977. 


In the year 1971, the company treated the cost of acquiring limited term interests in oil and gas leases as a 
deduction from income, with the intention that the income therefrom in subsequent years would be treated as 
taxable. The income tax authorities have indicated, through tax reassessments for the year 1971, that the acquisi- 
tion costs are capital payments, are not deductible from income and the income therefrom is repayment of 
capital. In the event that all years subsequent to 1971 are also reassessed on a similar basis the total estimated 
liability at December 31, 1977 for unpaid taxes, including interest penalties amounts to $3,271,000. 

The company has filed Notices of Appeal to the reassessments. if the appeals are unsuccessful approx- 
imately $2,916,000 will be charged to earnings as follows: 


(Thousands of Dollars) 


1977 190 
1976 559 
Prior to 1976 Zao 


The remaining $355,000 will be a draw-down of deferred income taxes. In view of these appeals no liability 
for the $2,916,000 has been provided and the company has arranged for a letter of guarantee to be issued by a 
bank to Revenue Canada for the amount of the reassessment. 


Anti-Inflation Act 


Under the Federal Government’s Anti-Inflation program the company is subject to mandatory compliance 
with legislation which controls prices, profit margins, employee compensation and shareholder dividends. 
Petroleum and natural gas prices which are subject to the Petroleum Administration Act and utility revenues 
which are subject to rulings by a provincial regulatory agency are exempt from the application of this program. 
The company is in compliance with the legislation in all material respects. 


Comparative Figures 


The comparative figures for 1976 were reported on by other auditors and in certain cases have been reclas- 
sified to conform with the current year’s financial statement presentation. In 1976 net earnings were increased by 
approximately $470,000, as the company commenced to accrue certain amounts receivable under a United 
States government program designed to average the cost of crude oil purchased by refineries. 


Replacement Cost (Unaudited) 


In compliance with rules of the Securities and Exchange Commission, the company has estimated replace- 
ment cost information for inventories, certain fixed assets, cost of sales and depreciation. Information on 
replacement cost is disclosed in the company’s annual report on Form 10-K filed with the Securities and Ex- 
change Commission. 


17. Quarterly Financial Data (Unaudited) 
Summarized quarterly financial data (in thousands of dollars except for per share amounts) for the year 
1977 is as follows: Three months ended 

March 31, June 30, September 30, December 31, 
INTEURSTTSISS i pe eet er Pa ER ters Scien ere tr toa 71,016 Seishe) | 59,285 TO eee. 
GOSS; OL OMB acme n etee ey a he ae Re OR ec nese oe eI e456 18,861 14,714 15,453 22,403 
NGUGEIANING Ss Seas w san ws.an paces ob suas topo ue so ouoaoeaE BTS 252 816 2,075 
NGIGRIMMINGS TOSI COM AIMONN SNES. can scnuosesonancee.ar we 02 ae) i 


The net sales and gross profit are stated after eliminating the operations of the discontinued business. 
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CANADIAN HYDROCARBONS LIMITED and subsidiaries 


FIVE YEAR SUMMARY OF OPERATIONS 


SUMMARY OF CONSOLIDATED STATEMENTS OF EARNINGS 


for the years ended December 31 


(in thousands of dollars, except where amounts are given on a per share basis) 


OPERATING REVENUE ire Socios ge anetia yates: oni tele nto sacar 


OPERATING EXPENSES 

Costiof Sales: cere seria ctesccars wiersea barat nuaye ptyasae avereseneesate.s sath openersteleratehes pers 
Operating:andimaintemanCe cre acer retiree tere otats cvcie inte atarerores 
Depreciation‘and depletionigosnsem.sec see e arias ese cicenear 


OPERATING PROFIT... ..22csace sc nienag as ceecionte anaes ows ofa eats 
EQUITY IN NET EARNINGS OF CANADIAN HOMESTEAD 
OILS: LIMIT ED reo cere veces ters cperscols vie torn arson ete cite nn cor alee rare 


FINANCIAL EXPENSES 

Interest'on long=tenmi Gebt rr. n ret en oee oe erie ore eretverecrom wetter 
Other iNtEreStA. gave ee wees ose ees teenies sara auroevev eee ate seorereresalebe 
Amortizationotiothemassetsin.....0e eee oe eioneniee rece ener 
Eossi(gain)onforeigniexchang Ciannaccncectrs cies series 


EARNINGS BEFORE THE FOLLOWING: ........................ 
PROVISION FOR INCOME TAXES .........................-.-5. 


MINORITY INTEREST IN EARNINGS OF 
SUBSIDIARY COMPANIES. ..................... 2. cece eee eee 


EARNINGS FOR THE YEAR FROM CONTINUING OPERATIONS 


DISCONTINUED BUSINESS (note 10) 
Loss from operations of discontinued business................... 
Loss from disposal of discontinued business ..................... 


EARNINGS BEFORE EXTRAORDINARY ITEM .................. 


EXTRAORDINARY ITEM 
Reduction of income taxes on application of prior years’ losses .. 


NET EARNINGS FOR THE YEAR (note 11)....................... 
Dividendsion/preferredishareSarceeeeee teen are cnet erences 


PER SHARE INFORMATION 
Earnings percommon|sharew eae aee ete ee terrane een trae 
Dividendsipenrtcommon Sharcmnemeree nme terete cera aetrert 


REVENUE BY LINES OF BUSINESS 

Gasoline and other petroleum products ..................00es00es 
gk?) of: lc PRR Ta DR MARAE EC eRe teal An horton o Bincorbee oo ueeetenee 
Natraligasiandielectricity aca her eee eee eee eee erent 
Merchandiseand othersales -as20 -eniies seater aeeancee ear 
Stéeliproduct'salesmiyseet: ack coer ee ee eee eae eee eee 
Income from limited term oil and gas leases ...............00.000. 
Other in COMme sy .A eta eyes Ae eer OTe EEOC Eee one 


1977 


$272,945 


197,533 
48,003 
8,180 


253,716 


19,229 


1,310 


20,539 


5,038 

1,355 

239 
(159) 


6,473 


14,066 


6,417 


7,649 


$117,580 
87,994 
30,360 
20,510 
15,444 
592 

468 


$272,945 


1976 


$262,656 


187,490 
45,818 
9,972 


243,280 


19,376 


Gon 


20,167 


5,175 
1,263 
342 

8 


6,788 


13,379 


6,554 


6,825 


320 


6,505 


$ .93 


$109,599 
78,194 
23,474 
30,452 
Week, 
2,770 
966 


$262,656 


1975 1974 
$256,360 $211,354 
183,552 144,117 
40,757 35,135 
10,770 12,415 
235,079 191,667 
21,281 19,687 
661 (38) 
21,942 19,649 
5,204 4,921 
1,496 1,845 
364 288 
7,064 7,054 
14,878 12,595 
7,387 7,058 
7,491 5,537 
294 329 
7,197 5,208 
337 327 
337 327 
6,860 4,881 
6,860 4,881 
595 605 

$ 6,265 $ 4,276 
Sere 1. 22eee ae 8S 
25 25 
$107,362 $ 81,044 
78,019 68,424 
17,575 12,548 
29,843 27,264 
17,743 13,917 
4,428 5,897 
1,390 2,260 
$256,360 $211,354 


1973 


$138,342 


82,281 
26,056 
15,382 


123,719 


14,623 


(328) 


14,295 


4,292 
802 
307 


5,401 


8,894 
4,981 


3,913 


$ 55,515 
39,463 
1d 7Z 
20,326 

9,975 
1,886 


$138,342 


Note: The information gives retroactive effect to income tax re-assessments, equity in net earnings of affiliate, tax allocation adjust- 


ments and operations of a discontinued business. 
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CANADIAN HYDROCARBONS LIMITED 


MANAGEMENT DISCUSSION AND ANALYSIS OF SUMMARY OF OPERATIONS 


1976 Compared to 1975 


he 


In February of 1978, management made a decision to discontinue the operations of the forest 
products division. The consolidated statement of earnings has been adjusted retroactively to exclude 
the operations of the discontinued business from the various categories of revenue and expense, and 
the net results of the division are shown as a loss from operations of a discontinued business. 


Revenue increased by $6.3 million 2.5% over 1975. Revenues in the utility division provided the major 
portion of this modest increase. Additional customers and small volume increases were the reasons 
for the increase in revenue. Modest price increases in propane, gasoline and other petroleum 
products were substantially offset by decreased sales volumes. 


Cost of sales increased by $3.9 million, 2.1% over 1975. Increased cost of natural gas reflecting higher 
well-head prices account for the major part of this increase. 


Operating, selling and administrative expenses increased by $5.0 million, 12.3% over 1975. The ex- 
pense of an extensive cost control program and unusual bad debt experience during the year sub- 
stantially account for that part of the increase in excess of inflationary escalation. 


The loss from operations of discontinued business increased by $826,000 over 1975. This increase in- 
cludes $1.3 million being the amortized balance of “excess of cost over net book value of assets ac- 
quired”, recorded at the date of purchase by Gold Rey Forest Products Inc. In view of the accumulated 
losses realized in the forest products division since acquisition, this excess cost, generally recorded in 
anticipation that future earnings will justify such value, was written off during 1976. 


1977 Compared to 1976 


1. 


Because of continuing operating losses, management made the decision in February of 1978 to dis- 
continue the operations of the forest products division and a loss provision of $1.6 million ($976,000 
after tax) has been recorded in the accounts at December 31, 1977. This adjustment together with a 
net loss from operations of $933,000 for the year has reduced earnings per common share of the 
registrant by 37 cents. The statement of earnings has been adjusted retroactively to exclude the 
operations of the discontinued business from the various categories of revenue and expense, and the 
net results of the division are shown as a loss from operations of a discontinued business. 


Revenues increased by $10.3 million, 3.9% over 1976. Additional revenues in the utility and petroleum 
products divisions, resulting from rate increases permitted by governmental regulatory agencies, ac- 
count for the major portion of the increase. A decline in the sales of steel pipe, largely because of 
decreased demand for irrigation and water system pipe, and reduced revenues from limited term oil 
and gas leases, partially offset the increased revenues of the other divisions. 


Cost of sales increased by $10.0 million, 5.4% over 1976. The major contributing factor is the in- 
creased prices paid by the utility division for natural gas. Also reflected in the cost of sales increase 
are cost over-runs, which occurred in the steel products division. These over-runs were associated 
with the installation of a new spiral pipe mill. 


Operating, selling and administrative expenses have increased by $2.2 million, 4.8% over 1976. 
Increases in salary costs, operating facility maintenance costs, truck fleet operation expenses and in- 
surance rates resulted in the increases reflected in this expense classification. 


Depreciation and depletion declined by $1.8 million, 18.0% less than 1976, due to the significant retire- 
ment of limited term oil and gas leases. The retirement creates a reduction of a similar amount in 
revenue as mentioned above. 
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Inter-City Gas Limited 


James W. McCutcheon, Q.C. 
Toronto, Ontario 

Senior Partner 

Shibley, Righton & McCutcheon 


Gordon P. Osler 
Toronto, Ontario 
Vice Chairman and Chief Executive Officer 
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George C. Solomon 
Regina, Saskatchewan 
President 

Western Tractor Ltd. 


Alan Sweatman, Q.C. 

Winnipeg, Manitoba 

Senior Partner 

Thompson, Dorfman, Sweatman 


Michael J. Walton 
Vancouver, British Columbia 
Executive 
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Robert G. Graham 
Chairman of the Board and President 
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Vice President Finance 


Wayne R. Harding 
Vice President 


C. Roy Beenham 
Vice President 


W. Robert Loren 
Vice President 
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CORPORATE INFORMATION 


Head Office 

Inter-City Gas Building 
444 St. Mary Ave. 
Winnipeg, Man. 

R3C 317 


Transfer Agent and Registrar 
Montreal Trust Company, Calgary, 
Toronto and Montreal 


United States Transfer Agent 
Morgan Guaranty Trust Company 
of New York, New York 


United States Registrar 
Manufacturers Hanover Trust Company, 
New York 


Stock Exchange Listings 
Canada 

Toronto Stock Exchange 

Montreal Stock Exchange 


United States 
American Stock Exchange 


Solicitors 
Thompson, Dorfman, Sweatman 


Auditors 
Coopers & Lybrand 
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